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1956 


As we entered 1956 most of our economists and business leaders in 
Canada forecast that the coming twelve to eighteen months would be 
the most flourishing in our immediate history. 


—All good business men will be competing for their full share of the 
increased business available. 


—Regardless of the size or special circumstances which may govern your 
business, there is no basic reason why you cannot make your organi- 
zation the best of its kind in the world. 


—The most successful organizations have taken advantage of all the 
proven management tools to become leaders in their industry. Those 
firms who fail to do this will be left behind competitively through this 
period. 

—1If you plan to be the best, we believe you could not pick a more pro- 
pitious time than now for action. 


The first step is to back off and critically and objectively appraise your 
present operations and establish your basic weaknesses, if any. 





The second step is to have the courage to accept the facts uncovered and 
take action to work out the most sensible and direct solutions. 








Our day-in, day-out job is to assist management in making this appraisal 
and in working out the simplest direct answers to result in a tight, 
well integrated organization. | 


Our continuing success has been based on doing this effectively and | 
consistently for our clients. 


| 
We would be glad to discuss how we may assist you — no obligation 
| 


J. EDGAR DION ! 


CONSULTING MANAGEMENT ENGINEERS 


4643 SHERBROOKE STREET WEST — MONTREAL 6, CANADA 
GLENVIEW 1428 
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FINANCIAL ORGANIZATION 
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A Professor of the School of Commerce of the University of ; British 
Columbia, Dr. Wong, B.Comm., M.B.A., joined the faculty in 1946. 
A former instructor at the University of California, School of Busi- 
ness Administration, and of the Fundamentals of Cost Accounting 
course for the R.I.A. degree, Dr. Wong conducts the U.B.C.’s 
School of Commerce course for the Officers of the Chartered 
Banks. He is also a well-known Consultant to commercial 


business. 


MARKETING ORGANIZATION 
BIN er GB 6c od a oars outa ae 135 


The Director of the Burueau of Business Research of the University 
of Washington, Dr. Engle, A.B.,B.M.,Ph.D., is one of the best- 
known Economists of North America. He has served on the facul- 
ties of several U.S. universities as Professor of Economics, is former 
Assistant Director and Acting Director of the U.S. Bureau of 
Foreign and Domestic Commerce, a former Economist to the 
National Defense Advisory Commission, and has served on many 
other national and state committees. Dr. Engle is the author of 
numerous articles and books on business and economics and is a 
Consultant in these fields to business firms. 


ada A PROFIT-SHARING PLAN IN YOUR COMPANY 


Fig: WEGEEA Ms, WESROWD) 62.56 kc ios nec cus oe eee oes 151 
The author is Executive Vice-President and Director of William 
M. Mercer Limited, employee benefit plan consultants. After 
receiving his B.Comm. degree from the University of British 
Columbia, he joined the Vancouver office of this company in 1946 
and was subsequently transferred to the Montreal and, in 1948, to 
The Toronto office. He is Secretary-Treasurer of the Ontario 
Chapter Council of Profit Sharing Industries and Chairman of its 
Legal and Legislative Committee. He is also a member of this 
Committee in the International Organization. 
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Editorial Comment... 
WHICH WAY FOR PRICES? 


As consumers, most of us would probably like to see prices go down. 
However, high prices usually accompany prosperity and a booming 
economy. High prices may also mean inflation where the purchasing 
power of the dollar skids downward at a tremendous pace and individual 
assets become worthless overnight. It should concern all of us where 
prices are going. 

There is an historic trend to prices. 


An examination of prices over a long period of time shows a relation 
to major wars. Wholesale price movements since 1867 show sharp post- 


war breaks until World War II. 


In 1867, at the time of Confederation, prices in Canada were in 
sharp decline due to post civil war influences from the U.S. A short 
jump occurred in 1872 about the time of the Franco-German War with 
prices declining fairly steadily until World War I. 


The demand for goods to supply large armies in the first world war 
resulted in rapid price increases. More money was available from 
Government spending to buy fewer consumer goods and the inexorable 
law of supply and demand prevailed. 

The rise continued until 1920 and then broke, tumbling to a low 
point in the mid-thirties. 

A similar rise occurred in the 1939-45 conflict except that it was 
more gradual and has continued even ten years after. Something new 
had entered the scene. 

For one thing, a new pattern of government control was exercised 
over the economy during the war. Price and wage controls managed to 
a degree, to keep down costs. 

The sharper rises in the wholesale price structures were post bellum. 
The pattern has changed to such an extent that most economists do not 
think there will be sharp deflation. The new factors have obviously 
been government regulation on credit, greater knowledge of soft spots 
through better statistics, and new economic concepts like full employ- 
ment, unemployment insurance and other devices to underpin the 
economy. It is obvious too that stability of the purchasing power of 
the dollar is in the minds of the Government economists. Prices are 
high and may go higher but the expected trend is that they will not rise 
much more. It is extremely doubtful if any Government will let prices 
slide down to pre-war levels or run away overnight through inflation. 


INFLATION 
There are many kinds of inflation and one of the less serious kinds is 
the annual Winter inflation of penny stocks. It would seem that as 
soon as all activity ceases on the physical side of development mines due 
to Winter, the public and the promoters get the trading fever. 
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EDITORIAL COMMENT 


It is probably a modern variant on the excitement that gripped the 
early pioneers in their search for sudden wealth. Due to active pro- 
motion and good communications this type of adventure can now be 
enjoyed in the comfort of the home. The results are no more certain, 
however, than they were 50 or 100 years ago when more personal obser- 
vations were in order. Nor are they much more enlightening if one 
takes a geiger counter or divining rod and goes into the wilds of 
New Brunswick or Northern Saskatchewan. Certainly the home ap- 
proach is less stringent on the physique and easier on shoe leather. 


However, this is not to say that the whole game is not pleasant. 
Canadians are inveterate investors in gold, base metal and of late, 
uranium stocks. Innumerable groups of self-styled syndicates exist in 
every level of society and all across the country. They are banded 
together with one purpose in mind; to cash in on Canada’s great natural 
resources and in particular those which come out of the ground. These 
mighty financial affairs usually have small memberships, six or less. 
They are usually neighbours or they work in the same office and they 
seldom invest more than $100 apiece. 


Their operations are usually based on inside tips from a friend in a 
broker’s office, a mining engineer, or a college pal who is in the know. 


Others buy investment-counselling service (?) at modest rates per 
week and pick and choose from there. 


The optimum season is January through March and usually fades in 
the Spring and Summer as drillings or other practical approaches to the 
problem confirm that once again there is no bonanza. Besides, Spring 
chores in the garden now occupy our would-be investors and interest in 
the financial page of the morning paper drops. 

Nobody is particularly hurt in the process and a lot of good solid 
day-dreaming is the chief return in most cases. 

It is a national Winter disease and is likely to continue for some 
time since every once in a while there is a Gunnar uranium or a Que- 
mont gold. 
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1509 Sherbrooke St. West Montreal, Que. 
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TO MEET ANY MARCHANT 


CALCULATING NEED Yuremases 
MODEL 10EFA 


Finest... fastest.. 
most versatile 
for volume 
figurework 
















A MARCHANT'S YOUR BUY! 


TO SUIT ANY 


OPERATOR PREFERENCE 
A MARCHANT'S YOUR BUY! 


MARCHANT 
“LIVE-TAB” 
Frowemath 
MODEL AB1OFA 
Exclusive special 
features for 
engineering, 
scientific and 
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figurework 
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A MARCHANT'S YOUR BUY! MODEL 10ADX 
Simplicity of 
operation and 
economy...with 
Marchant’s 
most advanced | 
features and / 
accuracy controls 
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FOR MORE INFORMATION on how you can cut your figurework costs, 
call the local MARCHANT MAN or mail this coupon with your business 
letterhead for free... 


Index to Modern Figuring by Marchant Methods [] 
Descriptive Literature on Marchant Calculators [] 


THE WORLD’S FINEST AND FASTEST CALCULATOR 
SALES AND SERVICE THROUGHOUT CANADA 
MARCHANT CALCULATORS, LTD., 26 DUNCAN ST., TORONTO 2B, ONT. 





ast... 


ial 














C. & M. Round-Up... ia aa 
By N. R. Barroot, R.1LA. 


The Workman’s Compensation Board of Ontario 

It is rather interesting to note some growth statistics about the work 
of the Compensation Board during the tremendous industrial expansion 
of the last 15 years in Ontario. 

In 1940, 72,292 claims involving payment were received. In 1954, 
some 60,453 were covered: an increase of nearly 150% in 15 years. 

In 1940, the estimated payroll for these firms was 628 million. In 
1954, it was 314 billion or over 500% increase. 

In 1940, 72, 292 claims involving payment were received. In 1954, 
193,588 claims were paid or 130% increase. 

In 1940, 1,432 workmen were permanently disabled. In 1954, only 
1,994 were permanently disabled despite the tremendous increase in 
employment. 


St. Lawrence Seaway 

Approximate cost — 980 million. 

U.S. share of Seaway — 82 million; Canada’s portion — 215 million, 
and power projects jointly administered — 600 million. 

The St. Lawrence-Great Lakes system will be the world’s longest 
inland waterway for deep-draft traffic; as long as the Mediterranean Sea 
and penetrating North America for 2,300 miles. 

Power installations will use over 117,000 tons of steel for structural 
and reinforcing purposes. 

The seaway proper will use an additional 52,000 tons for bridges, 
locks, rails and reinforcing. 


Union Statistics 

According to a recent survey, trade unions in the U.S. and Canada, 
with an aggregate membership of 17,500,000, have a total income of 500 
million per annum. 

Per capita taxes by the International relieved the locals of 
$228,000,000 leaving them the balance to meet their own expenditures. 

Average dues per member were $26.14 a year. 

Dues ranged from $1 to $25 per month. Initation fees ranged from 
65e to $250. 

Unions with a total of 10,500,000 members have constitutions re- 
quiring membership vote before strike, and unions with a membership 
of 6 million require a secret ballot on strike votes. 

Most unions require locals to obtain authorization from head office 
before striking. Thirteen unions representing government workers have 
a constitutional ban on strikes. 


Credit 
The Bank of Canada has taken steps within the last few months to 
exercise greater restraint in lending. Here is why. 
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COST AND MANAGEMENT 


In the past six years consumer credit which includes charge ac- 
counts, cash loans, and installment credit supplied by retailers and 
finance companies, has risen 169% to $2,212 millions. 

However, disposable income is larger than 6 years ago and where 
debt was 7% of disposable income in 1949 it is now 12% or a 70% 
increase. There is more money in total and more left to spend now after 
taking care of essential expenses. 

Personal expenditures on non-durable goods were running at an 
annual rate of 9.4 billions in 1955 as compared to 6.8 billions in 1949. 

Despite this big increase, the share this represents of total dis- 
posable income has dropped from 58.1% to 51.4%. 

Expenditures for services have, however, absorbed some of the 
balance of increase and have risen from 26.6% to 29.9% in the six 
years. 

11.5% of disposable income has gone into durable goods compared 
to 9.5 in 1949, ; 

Credit experts usually get worried about an individual’s capacity to 
repay when his debts exceed 20% of annual income. 

Steel In 1980 
Best estimates of the future of steel in Canada show:— 


1955 1980 
Total output (tons) ................. 3,114,000 11,830,000 
Per capita production (Ibs.) ......... 402 910 
Per capita consumption (lbs.) ....... 598 1,097 
% Canadian production to consumption 62.2% 83% 


Quebec Growth 
Here are a few interesting facts about Quebec expansion: 
Population is up from 3,560,000 in 1945 to a present 4,520,000. 
Value of mineral production in 1945 was 91.5 millions, now 385.5 
millions, 
Hydro available 10 years ago — 5,849,000 HP. It is now up to 
8,085,000 HP. 
Gross value of manufacturing was 2.5 billions in 1945 and today is 
at an annual rate of 5.5 billion. 
Last year capital investments included: 
140 millions for new housing 
229 millions for new manufacturing facilities 
261 millions for new utilities 
126 millions accounted for by growth of trade, finance and 
commercial services 
302 millions spent by government 
Financial Growth In Canada 
One of the problems of our expanding economy is sufficient money. 
Mr. Gordon Bell, president of the Bank of Montreal, has presented to 
the Gordon Commission his ideas on the future Canadian investment 
corporation. This is an outline. 
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Cc. & M. ROUND-UP 


Purpose: 
To invest in new industrial, utility or merchandising ventures in 


Canada. 

To bring together private capital and experienced management to 
develop new ventures. 
Capital: 
Initially, 50 to 75 millions with authorized capital well in excess of 
this amount. 

Resources should be built by re-investing earnings. 

Corporation should be empowered to issue funded debt and guar- 
antee security issues of private companies. 

All shareholders should be Canadian residents. 
Operation: 

It should be able to supply equity or debt capital. 

It should seek to sell its investments in new ventures which have 


succeeded to the point where public interest is assured and thus revolve 
its capital. 


Organization: 
Shareholders should elect a board of directors which would appoint 


a president and senior officers who are Canadian residents. 
Staff should contain qualified engineering, financial and legal per- 
sonnel to appraise feasibility of new projects. 
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® security for your family 
@ security for your home 

® security for your business 
®@ security for your old age 
Modern life insurance plan- 
ning is the wise use of today’s 
living to meet tomorrow’s 
needs. Talk this over with 
the Sun Life man in your 
community. He is a counsel- 


lor of experience, of discre- 

tion, of integrity. Behind him S iL ta L } . E 
are the resources of one of 

North America’s leading life: 0 A 
companies with a public serv- F C A N a 9 
ice record of nearly 90 years. Head Office — Montreal 
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SG 
Underwood Samas 
punched card equipment 








AROUND-THE-WORLD SHOPPERS CLUB, 
operates on a global scale. Accounting, and the 
correlation of accounting data, therefore 
presented an “enormous problem’. Underwood 
SAMAS equipment solved their problem. 


Mr. Charles Spilka, of the Around-The-World Shoppers 
Club says, ‘Underwood SAMAS equipment provides 
us with an efficient mechanized accounting control 

at low cost. We are very happy to recommend 
‘Underwood SAMAS’ to any Company requiring punched 
card methods for their accounting and statistical work.” 


EVERY BUSINESS CAN NOW AFFORD PUNCHED CARD ACCOUNTING 
Underwood SAMAS punching, sorting and tabulating 
machines provide a triple economy “team”. The machines 

are smaller, so cost less to purchase or rent. The cards 
cost less, and require fewer files and less floor space. 






An Underwood Samas “‘team”’ is efficient, too, performing 
all routine accounting functions, as well as providing 

sales analyses, control and comparison figures .. . 

with maximum speed and accuracy. 


For complete information, phone, write or wire us today. 


SAMAS PUNCHED CARD DIVISION 
UNDERWOOD, AVAILABLE 
Saas Underwood Limited | <=” 


OR PURCHASE 


HEAD OFFICE: 354 VICTORIA STREET, TORONTO, ONT. 
BRANCH OFFICES : MONTREAL, TORONTO, LONDON AND OTTAWA 
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Financial Organization’ .. . 
By Lesutz G. J. Wone, 


Associate Professor, 
School of Commerce, 
University of British Columbia. 


No satisfactory theory of business finance can be gleaned from past 
history, the author maintains, since the business scene is an ever-changing 
and dynamic one. Our best course then lies in research — research into 
all the functions of the financial officer, if we are to develop sound 
business theories and maintain a stable and healthy economy. 
i IS certainly true in my field of finance that there is a great need for 
research to close the gap between capital budgeting practices and 
the best techniques for planning, appraising and controlling business 
investment. It will also be found that the scope of the finance function 
in business is somewhat nebulous. 
To give this presentation some degree of coherence, I am going to 
divide my subject into two parts: 
1. The theory of business finance. 
2. The finance function. 


The Theory of Business Finance 


Taking the first item, I should perhaps expand the phrase to “the 
theory of business financial policy.” Have any of you ever read a book 
on the “principles of many books on the ‘principles of accounting’,” the 
“principles of marketing”, the “principles of industrial management”, 
etc. The fact is, there is still lacking in the field of finance, a core of 
knowledge which has been developed into generally accepted generali- 
zations or theories. Mind you there are many books on the subject of 
finance: Dewing wrote two volumes on “Financial Policy of Corpora- 
tions”, Guthmann and Dougall wrote an authoritative and widely 
accepted textbook on “Corporate Financial Policy” and Gerstenberg 
called his book “Corporate Organization and Management”. But, none 
of these or any other textbook authors have categorically formulated a 
set of fundamental principles of financial policy. 

Business finance is a policy science. We need, therefore, to develop 
basic principles and from these theories or principles will come proposi- 
tions to serve as guides in decision making. Naturally, these propositions 
must have been tested empirically and found to be useful. 

Let me cite you two examples, 43 years and 30 years ago respectively, 
Hastings Lyon, in his book “Capitalization — A Book on Corporation 
Finance”, and McKinsey and Meech in their book “Controlling the 
Finances of a Business”, developed concepts of risk, of income and of 
control as ingredients of business finance theory and applied these 
concepts to both short-run and long-run financial planning and 
to other phases of financial management; but these somewhat over- 
simplified theories were exploded in the depression of the thirties. They 


*An address delivered at the Third Annual Provincial Conference of the Society of Industrial 
and Cost Accountants of British Columbia on February 11, 1956. 
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failed. They failed because these theories, while, founded on generali- 
zations from past experiences, were based on an oversimplification of 
the business cycle. In other words the difficulty in developing a theory 
of business finance is that there is not only the question of what is 
actually done in practice at a particular period, but also of what can or 
should be done under different circumstances. A theory of business 
finance cannot be developed solely from a study of what has occurred 
historically, from the analysis of such historical data, and from the 
formulation of generalizations based thereon. For instance, a study of 
the working-capital policies of corporations over a period of time will 
not necessarily provide the data for developing a theory of working 
capital. In the first place, in any such series of studies over a period of 
time each figure is, in a real sense, unique since business fluctuations do 
not repeat themselves in any determinable pattern and this makes 
generalizations difficult and unreliable. 

Even more serious in developing a theory of finance is the problem 
of determining, in the light of experience, whether what was done was 
what should have been done to best meet the objectives of the business. 
In any field in which decisions are made by human beings with varying 
backgrounds and abilities a study of past actions may only lead to 
principles which would perpetuate past errors or lead to new errors in 
the future. Since the business scene is a constantly changing one, any 
guiding principles must also be dynamic in character. Therefore, any 
body of theory in finance to be of any value must be continually adapted 
to changing conditions. Since it is often difficult to recognize changing 
trends until they have been going on for some time it is difficult to main- 
tain an up-to-date body of theory in the field of business finance. 

Before leaving my first topic I have another thought to add. Each 
of you, as a financial officer in your business, when recommending a 
course of action to top management, must think, not only in terms of 
the effects on your own company — sometimes referred to as “micro- 
economics”, — you must also consider the inter-relationships between 
your recommendation and the effects of similar decisions on the whole 
economy — this is known as “macroeconomics”. 


The Finance Function 

As a forward step towards developing a dynamic body of theory in 
business finance, I suggest that we draw up terms of reference applying 
to the scope of the “finance function” in business. 

In 1952 the National Industrial Conference Board published a study 
on the “Duties of Financial Executives”, Studies in Business Policy, 
No. 56, which is described in the foreword as follows: 

“This report is the first comprehensive examination of the 
roles of the various financial executives commonly found in 
industry. The analysis is based entirely on current industrial 
practice.” 
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FINANCIAL ORGANIZATION 


They have listed the following activities as the functions of the major 

executive in the financial area: 
“In general, most companies’ concepts of the treasurer’s job 
involve financial planning, cash management, banking relations, 
handling credit and collections and the custody of company 
assets. The controllership function encompasses accounting, 
control, auditing, tax management and financial interpretation. 
And where there is a vice-president of finance or a finance 
committee, they are usually responsible for financial planning, 
the establishment of financial policy, the assignment of func- 
tions to the financial staff, and over-all control.” 


More recently Professor J. F. Weston of the School of Business 
Administration, University of California, Los Angeles, made the follow- 
ing study which sheds some light on the finance function of major 
companies in the United States. 


Average Percentage of Time Spent on Finance Activities in 
Large Firms by the Financial Executive 
Mean Amount* 
of Time Spent 


on Activities 
(Zero included) 


De 56 EES 12.9 
Participate in long-range form planning ............. 8.4 
Advise on expenditure for Control Assets ............ 7.4 
Cee i I. oo se 5h 6 hss bee sea snlanes 7.2 
Contracts with Commercial banks and other 

suppliers of short-term funds ..................... 7.1 
Advise the board of directors ..:................... 5.5 
Preparation of long-term budgets ................... 4.8 
Contact with investment bankers .................... 3.9 
Revise and approve terms of contracts 

re eee 2.8 
TCE Te Tee eT OTT eS 2.6 
Ain ee I ED. jw co ss ow oe 2.5 
RN MAR TUE ove dvs snide skeen veri 2.0 


In addition a large number of other activities were mentioned as 
absorbing the time of the chief financial executive. Those occurring 
most frequently were administration, insurance, taxes, salary administra- 
tion, supervision of subsidiary operations, stock holders relations, dona- 
tions and membership, pensions and welfare, and service on other 
committees, 

Not evident from the schedule was the ranking based on the relative 
importance of the functions performed. While no single function re- 
ceives a pre-eminent ranking, nevertheless it is indicated that the finance 


*Source: J. Fred Weston, “The Finance Function”, Journal of Finance (September, 1954) p. 268. 
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function is largely a planning function. The accounting operations rank 
second and the revision and approval of terms of contract for capital 
acquisitions, third. 

Of course, to fully understand the nature of the finance function 
would necessitate detailed analysis of how each activity is related to top 
management and to operating management. Without going too far into 
the tie-up between the finance function and top management we can 
appreciate the fact that the several activities in the field of finance bear 
differing relationships to top management decision-making. In the 
financing area major decisions on when and how to finance are a top 
management function, in fact a board-of-directors’ function. The finance 
man is the major advisor to top management in this area, but the policy 
determination as to when and how to finance still rests with top manage- 
ment. The carrying out of the policies is a finance function at the 
operating level. The same thing is true in the area of the management 
of cash and marketable securities. The policies on how much cash to 
keep on hand, whether to invest some of it in securities, and in what 
types, are top management decisions with the chief financial officer 
acting as advisor. The day-to-day handling of cash and the carrying out 
of investment, is a finance function at the operating level. In the 
management of receivables, general policies are again part of the top 
management function, more detailed policies are a joint responsibility 
of marketing and finance, and so are some phases of day-to-day carrying 
out of the policies. When the finance man participates in determining 
policies of investment in inventories and fixed assets he is doing so as 
part of top management. The same is true of participation in policy 
development in the over-all income and expense area. The responsi- 
bility for determining policies in regard to income retention and divi- 
dend policy belongs to top management, but carrying out the policies is 
a finance function at the operating level. 

The significance and the importance of financial management have 
been succinctly expressed by the Research and Policy Committee of the 
Committee for Economic Development in its 1954 statement “What to 
Do About Recessions”. 

“The decisions made by businesses, when added together, are 
crucial for making the economy stable or unstable. The 
individual businessman should do everything he can to help 
make the economy more stable, consistent with his responsi- 
bility for economic efficiency and expansion. 

First of all, the businessman can try to do better the things 

he already does well. He can develop new products to satisfy 

new wants. He can improve his production methods to cut 
costs and bring more products within the reach of more 
people. He can do a better job of selling. 

Equally important, he can and should do better the things he 
hasn’t done so well in the past. For instance, he can plan his 
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investment with more attention to prospects for the long-run 
growth of the economy. He can keep his inventory down to 
the minimum level needed for efficient operation, and avoid 
speculation. Extreme inventory fluctuations have been a major 
factor in past economic instability. He can build up his 
financial strength during good times so as to be prepared when 
a recession starts.” 


When approached from this point of view financial management 
required skills and a high degree of competence never before expected. 
A business can always hire professional specialists in production, market- 
ing, accounting and personnel, but the financial officer, if he is to fulfil 
his obligation, must assume multiple functions and responsibilities. 


He is no longer the amateur financial co-ordinator of the various 
economic activities in his firm but a professional interpreter and fore- 
caster of economic and sociological events. We have seen in the last few 
years radical changes in this country. The large companies are getting 
larger. The urge to merge has resulted in still larger enterprises. The 
responsibilities of the professional financial officer lie in two general 
areas and both call for extensive research:— 


1. Research into the management of capital expenditure. Auto- 
mation, that magic word denoting push-button operation, will create an 
enormous demand for capital and will further increase the ratio of 
machine and equipment per employee and the fixed costs of production. 
The common indexes for measuring the worth of investment proposals— 
postponability, payback period and rate-of-return method — need re- 


examination. 


Research should be focussed on the choice between the Cash-Flow 
method and the Accounting method of measuring the rate of return; 
research must be directed toward improvement of the projection of the 
economic life of individual facilities; research must be directed at the 
determination of operating cost functions; research should be directed 
at improving sales volume projections; and research can well be used to 
improve the forecasting of prices and margins. 


2. The growth of corporations has resulted in a separation of 
ownership and control of private property. The many recent mergers 
and the number of proxy battles by professional managers for control of 
corporate wealth have spotlighted a latent area for research by pro- 
fessional financial executives. Research in corporation — shareholder 
relationship and communication — is a topic in itself which I will not 
go into here. 

I have attempted, in this paper, to explore the magnitude of the 


finance function in a business organization and to emphasize the need 
for research to gain a better understanding of this important function. 
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Marketing Organization’. . . 
By N. H. Enc te, 


Director, Bureau of Business Research, 
University of Washington 


Today’s big problem, stresses the author, is not how to produce more 
goods but how to find markets for our production potential. Marketing 
research is rapidly becoming recognized as the key to effective marketing 
organization and the instrument for channeling production into the 
proper areas of demand. 


— has been neglected so often in the past that its key role 


in successful business has needed special emphasis. 


Permit me to cite two recent incidents which justify the belief that 
marketing has a major responsibility in the progress of our economy. 
Between Christmas and New Year’s it was my privilege to attend the 
Winter conference of the American Marketing Association in New York 
City. One of our guest speakers was Peter Drucker, well-known 
economist and management consultant. His subject was “Automation— 
Forerunner of a Marketing Revolution”. He pointed out that auto- 
mation was nothing new in production but would have to have its 
major impact on marketing if we are to continue to progress on the 
scale hoped for by all of us. Indeed he stressed that marketing would 
hold the key to continued prosperity and full employment. 

The second incident occurred last year when we had one of the 
several visiting delegations of Russians touring our country. It is 
reported that one of these visitors was looking at the advertisements in 
a magazine while travelling in an airplane. “But why,” he asked, “if 
you have all these things do you have to do all this advertising?” 


In your country and mine we face a problem which is the very 
antipode of that faced by Russia. As we approach and maintain 
economies of full employment we find that our volume of production 
soars and soars. But we also find that through our organization of 
production we are able to satisfy our basic needs with a smaller and 
smaller share of our output. Russia, in sharp contrast, although main- 
taining full employment falls far short of adequate provision for the 
basic needs of her people. Her problem is how to produce more. Ours 
is how to market all that we can produce. 


It is here that marketing organization faces its greatest challenge. 
When people are crying for necessities, the Russians may be right, you 
do not need to worry about advertising and promotion. People flock 
to the stores and queue up to get a share of the scarce goods. 


But when an economy reaches a stage where surplus farm produc- 
tion is one of its major problems rather than how to get enough food, 
we are in a very different position. And this condition is comparatively 
new to us. To give you some idea of the magnitude of the change, I 
have made some estimates of where we stand in the United States. In 
“thn address delivered at the Third Annual Provincial Cyaiponeee of the Society of Industrial and 
Cost Accountants of British Columbia on February 11, 
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1935, about 20 years ago, essentials accounted for 70 percent of total 
expenditures for personal consumption in the United States. By 1950 
the same essentials were purchased with but 31 percent of the total 
available out of income for personal consumption expenditures. (Fig. 1). 
Since the definition of essentials is apt to be a bit controversial because 
one man’s meat may be another’s poison I have made a second computa- 
tion. Studies were made in 1935-36 and in 1950 of the cost of the typical 
family budget in the United States. These studies included food and 
beverages, housing and household furniture and operations, clothing, 
medical care, personal and public transportation, personal care, tobacco, 
recreation, and miscellaneous expenses. Assuming that the average 
expenditure found in the samples can be taken as representative of the 
entire population, I found that in 1935-36 the total expenditures made 
for the prevailing standard of living that year accounted for 78 percent 
of all disposable personal income (all personal income after payment of 
personal taxes). In 1950 the total expenditures for the, by that time, 
substantially improved standard of living, accounted for only 61 percent 
of all disposable personal income. In other words after the average 
American citizen had taken care of his normal requirements for living 
expenses he had 22 percent of his disposable personal income remain- 
ing in 1935-36 and 39 percent in 1950. This excess spending power was 
available for savings and for spending beyond his normal requirements 
rather liberally defined. With it he was able to satisfy more of his 
wants in contrast to his needs. Needs are fairly limited but men’s 
desires seem to be indefinitely expansible. 

The point to stress from the angle of marketing is that marketing 
now has close to twice as large a job to do in selling non-essentials as it 
did 20 years ago. It should also be noted that marketing of essentials 
is far different in a country where free initiative provides the consumer 
with many choices of brands, qualities, services, and prices than in a 
nation which offers few alternatives for the meager supplies available. 
Promotion and sales efforts are much more necessary in our type of 
economy, even for so-called essentials. 


Nature of the Marketing Structure 


So much by way of introduction to the magnitude of the marketing 
problem. I would like next to outline for you briefly the nature of the 
marketing structure. Marketing is a shorthand term or nickname for a 
vast array of business activities. It includes the physical task of trans- 
portation and storage incident to the movement of goods from primary 
producers to ultimate consumers. It includes the legal intricacies of 
transferrence of title or ownership from seller to buyer. It includes the 
financial transactions, the flow of money and use of credit, necessary to 
facilitate the turnover, both legal and physical, in moving merchandise 
through trading channels into the hands of consumers. And finally, 
marketing includes the economic functions of creating time, place, and 


136 





ee TTR ce 





a man meannamammigfnomret arm Mmithrrrwea rat &Prrs PAPAIT AALS 








| eanBig 





ssauisng juasany jo fiaaang 


‘Yysom 300) ‘2(6U9 HN 
> 379NOS 


Ad Q31IdW0d 


0000000000624 saanyipuadx3 
UOIJdWINSUO} |DUOSAIg |DJO] 





? 69 
buipuads fanuolyaarsiq 


CG6I-NISUVW 
\NIQNdS ANVNOLLIHISIO YWTIOG SHIWNSNOD SN 


ll a a 














= oem  @ 2 ww os tT OO Oo ee BES PF Oe L D2 QD @D 
oOo @o @ Fs .4 = @ BW aw ann Mm Dwe m m So AS Se moe § RH © Oo Oo 








COST AND MANAGEMENT 


ownership utilities, as well as those of providing employment for people 
and capital and returning a flow of income to both. 

Marketing is an inescapable function of every level of business. 
(Fig. 2). The primary producer (farmer, miner, fisherman, forester) 
engages in marketing when he disposes of his product. If he is to 
succeeed he must sell as well as produce. He also engages in marketing 
when he enters the market as a purchasing agent to buy machinery, 
equipment and supplies. 

The secondary producer (manufacturer, processor, converter, con- 
tractor and builder) also has important marketing functions to perform. 
Like the primary producers, he must market his output or he will not 
long remain in business. He also must be a shrewd buyer of raw 
materials, of machinery, equipment, and supplies if he is to remain 
competitive. 

Assisting the primary and secondary producers is a large array of 
wholesale middlemen, agents, brokers, assemblers, commission men, 
wholesale merchants, exporters and importers. The wholesaling field 
has well been called the central or focal area of all marketing. Less 
well-known to the public than retailing, it performs valuable functions 
for producers on the one hand and for retailers on the other. 

Retail middlemen are in direct contact with consumers, hence enjoy 
better public acceptance and understanding than do the wholesale 
middlemen. 


The Organization of the Market 

The ultimate goal of all economic activity is the satisfaction of 
human wants. In a primitive economy each individual or family group 
is largely self-sufficient. Marketing machinery is rudimentary or al- 
together lacking. But marketing developed early. Its origins are 
shrouded in the mists of prehistory. Since the essence of marketing 
is exchange, and since the possibility of exchange permits specialization 
in production, early man soon learned to barter his surpluses for those 
of others, thereby increasing the power of both parties to enjoy larger 
consumption. 

The modern marketing structure evolved from earlier hours. From 
a geographic standpoint modern markets may be either domestic or 
foreign. They may be regional or local. From a functional standpoint 
markets may be wholesale or retail. They may be industrial or home 
consumer markets. Indeed the alternatives open to one entering the 
field of marketing are legion. 


The Wholesale Market 


Let us first look at the wholesale market. The wholesale market, 
broadly conceived, has two major phases. The first is the producer- 
wholesaler market. Primary and secondary producers normally sell 
their output to or through some sort of wholesaling marketing mechan- 
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ism. For basic agricultural staples we find the well-known wholesale 
commodity markets and exchanges. For manufacturers, several alter- 
natives are open. Thus a manufacturer may dispose of his output 
through the use of wholesale agents or brokers. He may sell his 
products to wholesale merchants. He may instead set up a system of 
wholesale branches of his own and use them in lieu of independent 
wholesaling organizations. He may sell direct to other manufacturers 
if his product is industrial equipment or supplies. If he produces 
goods for ultimate consumers he may sell direct to such mass dis- 
tributors as chain systems, department stores, supermarkets, mail-order 
houses. A few manufacturers even sell directly to ultimate consumers, 
either through retail outlets of their own or by use of house-to-house 
salesmen. 

To give you an idea of the relative use made of different marketing 
channels by manufacturers the following pattern is revealed by research 
based on U.S. Census Bureau reports. 


Type of Marketing Channel Percentage of Distributed Sales 
(1948) ! of Manufacturers 
Wholesalers and jobbers 26.4% 
Manufacturer’s wholesale branches 

or offices 25.8 
Retailers for resale 17.0 
Industrial Users 26.0 
Manufacturer’s retail stores 2.8 
Direct to consumers 2.0 


These figures are over-all estimates. Considerable differences exist 
between lines of manufacturing. Thus some manufacturers rely ex- 
clusively on agents and brokers. Others do all of their own wholesaling 
through an elaborate system of branches. Still others rely largely or 
exclusively on wholesale merchants. Some sell their entire output to 
chains, mail-order houses, or department stores. The determining 
principle should be the system of distribution which will move the most 
goods at the lowest cost. The actual decision on the best channel to 
follow for a particular manufacturer should be determined by market 
research. 

The second level or strata of the wholesale market is the whole- 
saler-retailer level. Let us look at the wholesale side of this market. 
(Fig. 3). 


Number of 


Type of Wholesale Establishment’ Establishments Net Sales 
1948 Percent Percent 
Wholesale merchants 59.7% 40.0% 
Manufacturer’s wholesale sales 

branches 9.8 26.5 


(1) Estimated by N. H. Engle on basis of U.S. Census Bureau data for 1929, 1935, 1939. 
(2) U.S. Census of Wholesaling — 1948. 
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COST AND MANAGEMENT 


Bulk tank stations 12.2 6.1 
Assemblers and county buyers 7.9 5.5 
Chain store warehouse 0.4 4.6 
Agents and brokers 10.0 17.3 

Total 100.0 100.0 


Traditional wholesalers, merchants, or jobbers as they are variously 
called, remain the largest single group of wholesaling intermediaries, 
accounting for nearly 60 percent of all establishments in the United 
States and doing 40 percent of all wholesaling business. Ranking second 
on the basis of dollar volume manufacturers’ wholesale branches account 
for 26.5 percent of sales and make up just under ten percent of all 
wholesaling establishments. Bulk tank stations, the wholesale outlets 
for petroleum refineries, rank third, followed by assemblers and county 
buyers, and chain store warehouses, 

Agents and brokers of different types number ten percent of all 
wholesaling establishments and handle 17.3 percent of all wholesale 
dollar volume. They are not in the same category as the other types 
since they do not normally provide storage or warehousing facilities nor 
do they take title to the merchandise they sell. Moreover they sell to 
other types of wholesalers as well as to large scale retailing organizations. 


The Retail Market 

The final stage in marketing is retailing, the consumer contact point 
with much of industry. The pattern of retail distribution in the United 
States, and I believe in Canada also, is fairly well stabilized in general 
terms. The independent, single-store operation is the predominate type 
accounting for over 60 percent of the total volume of retail sales. Chain 
stores, including all multiple units of two or more stores under the same 
ownership, handle about 30 percent of all retail business. They have 
held this position for about twenty-five years with very little change. 
(Fig. 4). Department stores account for less than 10 percent of the total, 
the latest figure being 8.2 percent. Mail-order houses are credited with 
1.3 percent of all retail sales in the United States, a figure which has been 
sustained for some twenty years. 

Some of you may: wonder why I have not mentioned the super- 
markets in my analysis of retailing. The reason is that they do not lend 
themselves to statistical classification on the same basis as other types of 
retailing. Some of them are independently owned. Others are parts of 
chain systems. They are becoming a major factor in food retailing and 
are adding other lines of merchandise. Indeed diversification is evident 
as a trend in retailing generally. 


The Manufacturer's Marketing Organization 


Let us turn now from the general pattern of marketing organization 
to the more specific problem of the individual manufacturer. How the 
manufacturer organizes for effective marketing is the question we will 
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COST AND MANAGEMENT 


now examine. In attempting to answer this question I am thinking in 
terms of high level policy determination. I am assuming that the head 
of the company and the governing board are concerned with the best 
way to organize the marketing aspects of the business. 

The traditional philosophy of manufacturers has been to concen- 
trate on production and to take the market more or less for granted. 
This attitude characterizes much of the old world thinking even today. 
The major exception to it has been the customs trade, making products 
only on firm order from the customer. 

I learned an unforgettable lesson on the fallacy of this traditional 
concept some years ago from the experience of a friend. This friend 
decided to go into business for himself. He assembled from his savings 
and from those of his family enough capital to buy a sea food cannery. 
The plant was small and compact and built on a large scow so that it 
could easily be moved close to sources of supply of the sea food. He 
located it for the first season in an area where excellent clams were 
available. He had worked out the details and financing for a good 
season’s run. He went ahead and had a very successful production 
season. He secured high quality clams and turned out a product that 
was better than most canned clam at that time. 

With all his planning he made but one mistake. He had figured out 
everything except what to do with the clams after he had canned them. 
He had taken the market for granted. At the end of the season he had 
his warehouse full of cases of a fine food product. Then he started out 
to sell it. 

Knowing little or nothing about food marketing channels, he first 
called on a few retailers. They were all stocked up he found. He 
learned that they had placed their orders several months before with 
their wholesale sources of supply. Then he tried the wholesalers. The 
same story. They had placed orders with food brokers early in the 
season, had received their shipments as soon as the new pack was ready, 
had filled orders booked earlier by retailers, and had a normal stock for 
reorders for the season. 

He contacted brokers next. He showed them his product and they 
recognized it as superior. But his operation was rather small and the 
big brokers were not interested. Those who were interested might take 
on his account for the next season, but it was too late to help him this 
time. 

So he went back to the retailers and managed to sell a few cases. 
Here he found another problem. He had no knowledge of labelling 
and had wrapped his cans with a white label. He had been interested in 
keeping costs down so the label was of poor quality. It couldn’t stand 
much handling, soiled easily, and quickly became shopworn. He learned 
that retailers expected him to be responsible and to replace the shop- 
worn labels with fresh ones. The same was true of dented cans and the 
few that swelled. 
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He ended this venture by trying to sell his clams on a house-to- 
house basis. He had sunk all the capital he had or could raise in this 
project. Had he planned his marketing as well as his production he 
would have been successful. As it was he lost all he had put into it. 


Today, especially in the United States, much more attention is given 
to marketing by manufacturers. A typical Organization Chart such as 
Figure 5 tells the story. In larger companies, and in many smaller ones 
as well, responsibility for marketing is placed in the hands of a key 
official, usually a vice-president. The title varies from one company to 
another. Vice-President, Marketing, is one version; Vice-President, 
Sales, is another; Vice-President, Distribution, is a third. Or the officer 
may be called the director or manager of marketing or of sales. 


Whatever the title, the responsibility of the officer is to sell the out- 
put of the factory. That assumes of course that the company is pro- 
ducing a product which can be sold. The more enlightened manage- 
ments take nothing for granted. As Peter Drucker put it in the address 
I mentioned earlier, “It is the job of a marketing man not to sell what- 
ever the factory manufactures, but to tell the factory what to turn out, 
what the customer will buy at a profit.” 


The alert marketing executive of today organizes his department 
into at least three divisions: advertising, sales, and market research. 


These three divisions should be closely integrated at the policy 
level even though their activities are quite distinctive in practice. Unless 
they are closely correlated and kept in line, the natura] enthusiasm of 
their staffs may lead them in conflicting directions. 


Marketing research is coming to be recognized as the key to sound 
advertising and sales policy. The advertising agencies were among the 
earliest businesses to recognize the need for market analysis. Let us look 
at a typical market research division of a manufacturing company to see 
what it does and how it does it. The main task of a market research 
division is to know the extent and location of the market for the com- 
pany’s products. It must also know how the market can be reached, the 
channels available, their location and relative merits and limitations. 
New products must be tested for marketability before they are 
produced. 


Market research has had to prove itself. A relative newcomer to 
business, it faced the hard fact that sales managers thought they knew 
all that was necessary about their markets. Consequently research had 
to be tempered with diplomacy. Ways and means had to be devised to 
help the sales manager in a manner that he would recognize and 
appreciate. A study of the market potential of a particular territory 
often revealed that the company was falling far short of its share in 
view of its place in the industry. Building sales quotas by rule of thumb 
had to give way to more scientific methods. 
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MARKETING ORGANIZATION 


This is not the time or place to give you a course on marketing 
research techniques. Suffice it to say that accurate measurement of the 
market is possible for any company which is willing to pay for it. A 
company may either build an elaborate research division or it may rely 
on outside research agencies or consultants. 


Let me illustrate the use of market research by citing a specific 
example. Several years ago a group of manufacturers in the Pacific 
Northwest decided to organize a trade association to promote the sale 
of their product. Before undertaking a promotional programme they 
wanted to know more about their markets. I was retained to make a 
market analysis for them. This study included two parts. The first 
was an economic analysis of the industry and its long-range trends. The 
second was a study of the market by states. For the first part, I drew 
heavily upon government statistics. For the second, each member of the 
industry had to supply me with detailed information on its sales by 
states. These data were combined into an industry pattern. For the 
first time the industry had a picture of its geographical market. Each 
company was able to compare his own distribution of sales with the 
industry total. Following the basic study, current reporting on sales 
has kept this service up to date for the trade association. 


About a year ago they asked me to make a field study of a portion 
of their market in which sales were particularly good. The idea was to 
determine why this part of the market was better than other parts. We. 
organized a field survey supplemented by a mail canvass. We found out 
by contacting actual dealers and users of the product just why the 
product sold. We also found what some of the gripes and limitations 
were. On the basis of such information this industry is well armed to 
improve its market position in the face of heavy competition. 


The Sales Division is responsible for moving the output of a com- 
pany through channels of marketing and into the hands of consumers. 
The sales staff under the sales manager works on a quota basis in many 
companies. Quotas are set in advance for as much as a year although 
periodic revisions are usually made. Quotas are based on market re- 
search in the more advanced companies. 


The market is usually organized into sales territories which in turn 
are subdivided into markets for individual sales coverage. The particular 
organization depends upon the channels used. If a company sells largely 
through brokers, a very small sales staff may be adequate. If sales are 
made to wholesalers or to industrial consumers, a larger sales force is 
needed. If the company sells directly to retailers, the sales organization 
and staff required are large and elaborate. Each company tries to work 
out the form of sales organization best designed to move its output at a 
profit. 


An indispensable adjunct to sales in most companies is advertising. 
The advertising division is responsible for softening up the market or 
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easing the path of the sales staff. Unless the work of the sales and ad- 
vertising divisions are closely co-ordinated, friction arises and the bene- 
fits of sound promotion may be lost. Thus an advertising campaign for 
a new or improved product or for a product never before advertised 
usually brings immediate consumer response. Unless the sales division 
has anticipated the advertising campaign and got the merchandise on 
the shelves of dealers, the impact of the advertising may be lost. When 
a consumer reads an ad or sees it on T.V. or hears it over the radio, his 
interest may be aroused sufficiently to make him ask for it at the store. 
If the dealer doesn’t have it, a sale is lost. 

Since both advertising and sales are increasingly based on market 
research, the tendency is for close integration of promotional pro- 
grammes. Responsibility for co-ordination, of course, resides with the 
official, usually the vice-president in charge of marketing. 

The advertising division of a company usually consists of an adver- 
tising manager and a small staff. Normally the actual advertising pro- 
gramme is handled by an advertising agency. The closest possible 
relations are maintained between the agency and the company’s adver- 
tising division. The agency assigns an expert, called an account 
executive, to live with the company’s problems. The agency’s staff 
prepares the advertising campaigns in close co-operation with the ad- 
vertising manager of the company. If a campaign is new or costly, the 
advertising agency not only has to sell the advertising manager, but also 
the vice-president in charge of marketing, and even the president of the 
company. Once a campaign is approved the agency prepares the art 
work and copy, selects the media and enters into contracts for dis- 
seminating the publicity. The agency’s compensation is in the form of 
a percentage of the cost of the advertising. 

The vice-president in charge of marketing not only has to ride herd 
on the three divisions of research, sales, and advertising. He must also 
work in harmony with other departments of the business. A smooth 
functioning sales programme includes packing, transporting, and deliver- 
ing the orders. This physical distribution is usually handled by a 
division of the production department. Unless this department delivers 
the goods promptly and in good condition, customers’ complaints will 
follow, and they will be made to the sales department not to the pro- 
duction department. Hence good relations must be maintained between 
sales and production. 

Again, most modern business is done on credit. The extensions of 
credit and collections of accounts are the responsibility, not of the sales 
staff, but of the finance department. Consequently to avoid friction 
and keep the goods moving out and the money flowing in, good liaison 
is necessary between sales and finance departments. 
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It is the responsibility of the vice-president of marketing to keep 
inter-departmental relations on a harmonious basis, Thus you see that 
the marketing organization cannot be completely separated from the 
manufacturing or financial organizations, but must be integrated 
through effective executive organization. 








FOR FURTHER READING 


MEETING THE CHALLENGE OF THE BUYER’S MARKET, Controllership Foun- 
dation Report. 


THE MARKETING DEPARTMENT, by Frank M. Parker, A.M.A. Manufacturing 
Series No. 217. 


ORGANIZING THE MARKETING FUNCTION, by A. B. Dick III, A.M.A. General 
Management Series No. 172. 


CONTROL OF MARKETING COSTS, by Arthur P. Felton, Cost and Management, 
Nov. 1955. 








PERSONALS 


Edward A, Pike, R.I.A., has been appointed Assistant Comptroller 
and Assistant Secretary of Robertshaw-Fulton Controls (Canada) 
Limited, Toronto. Mr. Pike was formerly Chief Cost Accountant. 


D. R. Gilmaster, C.A., a general member of the Niagara Chapter 
has joined Fleet Manufacturing Limited, Fort Erie, as Comptroller. He 
was formerly with Canadian Cellucotton Products Co. Ltd., Niagara 
Falls. 


Gordon G. Dean, R.I.A., of the Vancouver Chapter has been ap- 
pointed Chief Accountant of Kenworth Canada Ltd. He was formerly 
with Ferguson Truck and Equipment Co. Ltd. 


J. Grant McKnight, R.I.A., of the Toronto Chapter, has been named 
Vice-President and Comptroller of Shirriff-Horsey Corporation Ltd. and 
of the subsidiary companies Hungerford Smith Company Limited of 
Toronto, Shoreline Enterprises of America, Inc., Tampa, Fla., and 
Shirriff’s (Jamaica) Limited of Kingston, Jamaica, B.W.I. An active 
member of the Society, Mr. McKnight is a former instructor of Cost 
Accounting with the Extension Department of the University of Toronto. 

D. D. Hickson, C.G.A., formerly associated with John Wyeth & 
Bros. (Canada) Ltd., Walkerville, has been appointed Chief Accountant 
of Mead Johnson & Co. of Canada, Ltd. Mr. Hickson is a general mem- 
ber of the Bay of Quinte Chapter. 
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Installing a Profit Sharing 
Plan in Your Company’... 


By Witu1aM D. WELsForp, 


William M. Mercer Limited, 
Toronto, Ontario. 


Is profit sharing an impractical ideal or does it bring results? What 
types of profit sharing plans exist? How are the various plans classified 
under Canadian law for taxation purposes? What is top management’s 
role in making profit sharing work? These are some of the leading 
questions the author answers in the following article. 


i’ DISCUSSING the subject of “Installing a Profit Sharing Plan in 

your Company” I am going to approach it from several viewpoints. 
Firstly, from the viewpoint of what is required from management before 
a decision is reached to install a plan or the philosophy. Secondly, 
having reached the decision, some of the tax and legal aspects applicable 
to Profit Sharing Plans. Thirdly, something about the administration of 
the Plan. 

Profit Sharing Plans of course are not new by any stretch of the 
imagination. They have always been with us. However, profit sharing 
has never before attained the heights of interest that it is undergoing at 
the present time. 


The Council of Profit Sharing Industries 


The biggest push behind the movement towards profit sharing un- 
questionably comes from the Council of Profit Sharing Industries. The 
Council of Profit Sharing Industries was formed October 17, 1947 with 42 
charter members. The first Chairman to be elected was James F. 
Lincoln, President of Lincoln Electric Company of Cleveland, Ohio. 

Today, members of the Council total over 900 member companies, 
representing approximately 1,000,000 persons, doing an annual business 
in excess of ten billion dollars. 

In Canada there are approximately 100 member companies repre- 
senting approximately 100,000 employees. 

Surveys have shown there are more than 16,000 companies in the 
United States operating some type of a profit sharing plan of which 
8,000 are deferred types — that is where the company’s contributions are 
placed in a fund to be paid out at a later date. New deferred profit 
sharing plans in the United States are currently being filed at the rate of 
100 a month. In Canada, while there are no statistics available, a rough 
estimate might indicate that there are not more than 150 companies 
operating a deferred profit sharing plan for all of their employees. In 
the United States approximately 35% of all approved pension and profit 
sharing plans ($28,000 in total) are profit sharing. In Canada, while 
statistics are not available, we would estimate that not more than 7%-8% 
of all approved plans are profit sharing. 


*An address delivered to the Toronto Chapter of the Society of Industrial and Cost Accountants 
on March 8, 1956, 
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As an indication of the esteem in which Canadians are held, at the 
7th Annual Conference held in Chicago in November 1954, the Council 
elected as Chairman Mr. H. V. Lush, President of Supreme Aluminum 
Industries Limited, of Toronto. This was the first time the Council had 
ever elected a Chairman outside of the United States. At the 8th Annual 
Conference held in Pasadena in November 1955, Mr. Lush was re-elected 
Chairman; the first time a Chairman had ever been re-elected. 


The Council of Profit Sharing Industries is of course a non-profit 
organization maintained by annual fees. Associated with it is the Profit 
Sharing Research Foundation — under the directorship of Mr. J. J. 
Jehring — which has done some excellent work in compiling and pub- 
lishing information about profit sharing. The Council issues a monthly 
magazine giving current information on member activities, and periodic- 
ally issues information on communications, legal information, etc. 

In Ontario, there is the Ontario Chapter of the Council of Profit 
Sharing Industries under the Chairmanship of Mr. M. N. Vuchnich, 
President of Lincoln Electric of Canada. The Ontario Chapter holds 
quarterly Luncheon Meetings with a guest speaker in attendance. 


The Philosophy of Profit Sharing 
Profit Sharing has been defined by the Council of Profit Sharing 


Industries as “any procedure under which an employer pays to all 
employees, in addition to good rates of regular pay, special current or 
deferred sums, based not only on individual or group performance, but 
on the prosperity of business as a whole.” Profit sharing therefore is 
not a substitute for paying going rates of pay but is something extra. 

Basically profit sharing is an ideal, and since it is our ideals that 
have created our way of life, I should like to spend a few moments 
emphasizing the profit sharing philosophy. 

The philosophy of profit sharing has been and still is referred 
to by many, not only as an ideal, but as an ideal totally impractical in 
this rapidly progressing material age. Profit sharing is most certainly 
an ideal, but based on proven results, we must conclude that it is a most 
practical ideal. 


Before discussing some of the aspects of profit sharing, I should like 
to read a quotation from Mr. MacKenzie King’s “Industry and Hu- 
manity” published in 1918. To me, this extract is extremely impressive 
because it so completely represents the thinking of those who have had 
experience with profit sharing in operation. 


“If Industry is to advance material and social well-being, which 
is its two-fold purpose, there must be continuous co-operation 
between all parties in the application of the principles under- 
lying Peace, Work, and Health. How to obtain such co- 
operation is the supreme task. Fundamentally, it is a matter of 
attitude and spirit. Mutual trust born of wholehearted belief 
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in the common interests of Industry must supersede the distrust 
which arises out of misgivings concerning opposed interests. 
Fear must give way to Faith, in the several relations. There 
must be consciousness of a common aim in a common venture 
in which gains and losses alike are shared.” 


Profit Sharing Brings Results 

The Vanderburg sub-committee of the Finance Committee of the 
U.S. Senate reported as a result of an investigation on profit sharing 
plans that, “The Committee finds that profit sharing in one form or 
another has been and can be immensely successful when properly 
established in creating employer-employee relations that make for peace, 
equity, efficiency, and contentment — in industry.” 

I should like to mention a few of the most commonly reported 
results of those practising profit sharing :— 

An increase in efficiency and production per employee. 
Labour turnover reduced. 

Reduction in lateness and absenteeism. 

Fewer or no strikes. 

Increased earnings to stockholders and employees. 
Increased co-operation between management and employees. 

In many cases the results of profit sharing enable companies to 
reduce prices to consumers. 

If we can accept these proven results, then the inherent results of 
profit sharing cannot but mean increased earnings and profits. 

It is my firm belief that profit sharing is only as successful as 
management makes it successful. If the management is not 100% behind 
the philosophy in the underlying ideals of profit sharing, then a com- 
pany should not embark on a profit sharing scheme. Profit sharing 
works because it is made to work by top management. 


PPP ef 


Types of Profit Sharing Plans 

There are three basic forms of profit sharing plans — firstly, the 
cash plan, secondly, the deferred profit sharing plan, and thirdly, a 
combination of cash and deferred profit sharing plans. Some people 
contend that the combination plan is the ideal type. There would 
appear to be some merit behind this claim. A cash plan is only a plan 
as long as there are profits. A deferred plan operates even in a year of 
no profits. 

Legislation applicable to cash plans is extremely simple. Payments 
arising out of a cash plan are treated in identically the same manner as 
wages or bonuses. 

Deferred profit sharing plans in Canada can operate under one of 
two entirely different types of legislation. The first type for the lack of 
a better name we shall call an Approved Plan; that is one which quali- 
fies as a Pension Plan and is formally approved by the Department of 
National Revenue. 
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The other type, again for lack of a better name, we shall call a 
Non-Approved Plan; that is one which qualifies as a Deferred Profit 
Sharing Plan and operates under Section 79 of the Income Tax Act. 
Under this particular piece of legislation no approval is required. 


Legal Aspects of the Approved Plan 

Dealing firstly with approved plans, the Department’s regulations 
are relatively simple. 

Firstly, there must be a minimum guaranteed payment even if there 
are no profits earned in a particular year. Although this is in contra- 
vention of the concept of profit sharing it is, however, not a serious 
problem to overcome as the amount of the minimum payment can be 
1% of earnings of the employees of the Plan or even lower. 

Secondly, the maximum contribution for any one employee cannot 
exceed 15% of his earnings provided that such maximum contribution 
does not exceed 20% of the profits of the employer for that year. It is 
not necessary actually to go beyond setting up the minimums and the 
maximums which I have just stated. However, some employers wish to 
tie down the exact formula in determining his contributions to say 10% 
of profits before taxes; or after taxes, or after making provision for a 
return to the shareholders or after including costs of other welfare 
benefits. 

However, the basic purpose of an approved profit sharing pension 
plan must be to provide pension benefits only. In other words on retire- 
ment, benefits to the credit of any individual must be used to provide a 
pension either out of the fund itself or through the Annuities Branch or 
an insurance company. 

Aside from these specific conditions to qualify, a plan must set out 
other provisions similar to an ordinary pension plan. 

There must be eligibility conditions. The plan may or may not 
provide for employee contributions. 

The Plan must provide for vesting in the event of termination upon 
attaining age 50 subject to the minimum period not exceeding 20 years 
of service for participation. 

Termination benefits may be paid in cash or spread out over a 
period of ten years if the beneficiary is a spouse, or the payments can be 
paid in the form of a life annuity to a beneficiary. 

Under the approved type of plan the employer’s contribution is 
allowed as a deduction from income tax; the employee makes contri- 
butions, his contribution is allowed as a deduction from his taxable 
income, the earnings of the fund are exempt from tax until such time as 
they are paid out. 

When they are paid out, however, the amounts paid are fully 
taxable in the year in which they are received. If received in the form 
of a lump sum settlement on termination or death the amount may be 
added on to the employee’s income in the year in which he receives it or 
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they may be taxed at a special rate which is determined by taking the 
total tax paid by an employee in the three years preceding his date of 
termination over the total income earned during the three preceding 
years. 

This special rate of tax offers a considerable advantage to most 
terminating employees — but it is relatively seldom used — mainly 
because it is not common knowledge. On the average, if we assume 
continuity of full earning power, this special rate of tax allows an 
employee to save about half the amount he otherwise would have to pay 
in tax. For example, an employee whose average income is $3000 and 
his termination benefit is say $1000, he would normally have to pay 
about $160 — under the legislation allowing for the use of the special 
rate he would only pay about $50. An employee whose average income 
is say $10,000 and his termination benefit is $2000, would normally have 
to pay about $600 but using the special rate of tax he would only 
pay about $280. 


Legal Aspects of the Non-Approved Plan 


The second type of deferred profit sharing plan is that which 
operates under Section 79. In my view this is one of the worst pieces 
of legislation that exists in the Act today. It has done more to discourage 
the implementation of deferred profit sharing plans than any other 
single factor as far as Canada is concerned. Actually this legislation is 
somewhat similar to that which was in force in the United States prior 
to 1943. The only purpose for introducing this legislation is that it 
exempts the trust from paying tax. 


Therefore a deferred profit sharing plan which does not qualify as 
an approved pension plan should be made to qualify under this Section 
79, otherwise the trust will be taxed as an individual taxpayer without 
exemption. 


To qualify under Section 79 a Plan must provide that an employer’s 
contribution must be computed by referente to his profit and that the 
amount of such contribution must be wholly allocated each year either 
contingently or absolutely to the individual employees both as to the 
amount of the employer’s contribution and as to all profits to the trust 
property. The employer must forward to Ottawa a letter stating that he 
elects to have his arrangement qualify as an employee’s profit sharing 
plan and if the employer is a corporation it must file a certified copy 
of the Resolution of the Directors and a copy of the agreement and any 
supplementary agreement setting up the Plan. The employer’s con- 





_ tribution must be made within 60 days after the end of the fiscal year. 


This latter part is similar to the legislation applicable to approved 
pension plans. 


Other than this there are no regulations setting out any require- 
ments or any maximum amount of contribution or minimum contribu- 
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tion or that the plan must be anti-discriminatory or that the allocation 
must be on an equitable basis. 

The disadvantages of Section 79, however, are very severe. In order 
for the employer to have his contribution allowed as a deduction he 
must allocate his contribution amongst the employees covered either 
contingently or absolutely. The employees must pay income tax on that 
amount in the year in which it is allocated either contingently or abso- 
lutely even though they may never receive it. All profits from the trust 
— that is interest earnings, dividend income, and capital gains each year, 
must be allocated on a similar basis and the employees must be taxed on 
the amount of money so allocated. 

Employees are not entitled to the 20% tax credit on dividends as 
provided by Section 38. 

Section 79 therefore is definitely unpalatable as far as being 
applicable for the purpose for which it was created. 

I should like to say that a great many representations have been 
made to Ottawa about this particular piece of legislation and to date 
there has been no success. As a matter of fact the Council of Profit 
Sharing Industries made a representation to the Minister of Finance on 
February 14 and submitted a Brief. 

There is a basic difference between a profit sharing pension plan 
operating under pension legislation and a deferred profit sharing plan 
operating under Section 79. A profit sharing pension plan is set up for 
the purpose of providing lifetime payments to employees after retire- 
ment. A deferred profit sharing plan is set up in such a manner that an 
employee receives one settlement in full satisfaction of his rights. This 
may be either in cash or in kind. Plans operating under Section 79 invest 
primarily in equities either in the Company’s own common stock or in 
common stocks in general. Profit sharing pension plans must conform 
to the investment restrictions of the Canadian and British Insurance 
Companies Act. 

So much for a general 6utline of the legislation applicable to the 


Profit Sharing Plans. 


Administering the Plan 

Before closing I should like to make a few remarks about plan 
administration. 

The administration of a profit sharing plan is a vital part of its 
continuing success. By administration I mean communications to em- 
ployees to continually keep the profit sharing plan before them. One 
thing of course that is very important for a deferred profit sharing plan 
is the issuance of annual statements. This can be done either in the 
form of passbooks, or simple individual statements showing the em- 
ployees’ up-to-date position in the Plan. These may be in the form of 
simulated cheques. 
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However, beyond this is the continued use of employee bulletin 
boards, posters, company newsletters, and special statements from top 
management continually emphasizing the need to keep down waste, cut 
out lateness and many other factors which affect the profits of the 
Company. 

Most Companies have a programme for glamorizing the Company’s 
profit sharing plan. 

The Council of Profit Sharing Industries has published a number of 
booklets on Communications to Employees which have proven to be of 
considerable assistance to Employers. 

Rightly conceived, rightly installed and rightly administered a 
Profit Sharing Plan will be successful. 








FOR FURTHER READING 


DEFERRED PROFIT-SHARING PLANS — EVERYONE PROFITS, by S. A. 
Albrecht, Cost and Management, March 1955. 

DEFERRED PROFIT SHARING, by Tyler Kay, Management Methods, July 1955. 

OUTLINE OF A PLAN FOR PROFIT SHARING, by D. D. Irwin, Canadian 
Chartered Accountant, June 1954. 

PLANNING FOR PENSIONS AND PROFIT SHARING, by J. Fraser Coate, Cost and 
Management, October 1953. 








Student Section... 


EXAMINATIONS, 1955 


ADVANCED COST ACCOUNTING — PAPER II 
Comments by Georce Motter, D.Jur., C.A., R.A. 


QUESTION II (7 marks) 

Alpha and Beta are Joint Products. 22,000 Ibs. of raw ma- 
terial at a cost of $30,000 plus labour and overhead of $6,000 yield 
10,000 Ibs. of product Alpha which is sold at a price of $3.00 per 
Ib., and 10,000 Ibs. of product Beta which is sold at $1.50 per Ib. 

If product Beta were further processed into product Gamma, 
$16,000 additional processing costs would be incurred. The pro- 
cessing would yield 8,000 lbs. of product Gamma which sells at 
$4.00 per Ib. 


REQUIRED: 


(a) Your recommendations to management regarding whether 
product Beta should be sold as such or should be further refined 
into product Gamma. Give reasons with your recommendations. 

(b) Suggest at least two ways in which the joint process costs 
of $36,000 could be divided between the products Alpha and Beta. 
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SOLUTION TO QUESTION II(a) 
The sales revenue from selling 10,000 Ibs. of product 


SO RT NN scsiericinsinccensneiccinnsnitcsnieyenetnnctdevent $ 15,000 
Sales proceeds from 8,000 Ibs. of Product Gamma, at 

BD hte ceo EN ogee eed Se sacs den nad 32,000 
Less $16,000 additional processing COStS ..........:sssseseseees 16,000 


Proceeds comparable to the proceeds from product Beta $ 16,000 

As the proceeds from — Gamma are $1,000 in excess of 
those from product Beta after having covered the additional pro- 
cessing costs, it is suggested that the output of product Beta be 
further refined into product Gamma. 


SOLUTION TO QUESTION II(b) 

The joint process costs could be divided on the basis of weight 
in which case the product costs would be evenly divided and amount 
to $18,000. for each Alpha and Beta. 


COMMENT TO QUESTION II 

The answers to this question were very good as 91% of the 
available marks were awarded. 

It was surprising that some of the candidates arrived at a 
wrong answer to sub-section (a), although they had the correct 
computation in figures. They were penalized with only one mark 
for failing to arrive at the right conclusions from the right premises. 

Even if the candidate had not answered sub-section (a) or had 
answered it incorrectly, he could have answered sub-section (b) 
correctly. It was clearly a question of memory only. 


QUESTION III (10 marks) 

The Controller of Steelwarehouse Limited informs you that his 
company wishes to maintain the opening balance on its bank cur- 
rent account, and he furnishes you with the following budget in- 
formation for the month of December, 1954. 


Forecast Sales (terms 30 days net) ..........:s0000 $ 500,000 
Cost of shipments: 

EES Se ce ee ereere $ 350,000 

OEE ee ee eye eee 50,000 400,000 
Overhead 

Rup UBOCE MAINO UIE * vss isssesedessvsbcsconsisescncodexssescsceee $ 20,000 

SOOOCNONG oscsesccescsvensncrcersesonsnsnsncsncnsssooene 20,000 

Social service benefits .............cccsccesseeseees 7,000 

ORANGE 8 sive cssavsinsieaiaesasucesiencsaessbenaee 1,000 

Property taxes .......cccccscsrscsrssssssssecesscscssscsees 1,000 

MROCRUGIE GIN WEBCT oi ceecencssessereossnenecnsvenses 1,000 50,000 
Sales (salaries and travelling exp. current) .... 30,000 


Administrative (salaries and supplies) ............ 10,000 




















STUDENT SECTION 


Further enquiry reveals the following: 

Inventory of material and supplies at the beginning of the 
month and at the end of the month are expected to be equal. 

Material purchases are on the basis of net 30 days; on Novem- 
ber 30th, such payables amounted to $300,000. Sundry purchases, 
payable net cash, amount to $5,000 monthly. 

Sales are net; freight-out deducted from gross sales in Novem- 
ber amounted to $2,500, and is payable during the following month. 

There are no accrued wages. 

Social Service Benefits (schedule of monthly charges) 
Workmen's compensation $2,000 (payable Jan. Mar., Sept.) 
Unemployment Insurance $1,000 (payable monthly) 


Paid Holidays $1,000 (Xmas holidays will require 
$1,500) 

Pension Fund $2,000 (payable Dec., Mar., June, 
Sept.) 

Sickness and Accident $1,000 (payable monthly) 


Insurance premiums are payable in January in advance for 
the year. 

Property taxes were paid in September. 

Electricity and water are invoiced and payable in the same 
month. 

Accounts Receivable at the end of November were as follows: 


November Sales $420,000 out of a total of $420,000 
October Sales $ 50,000 out of a total of $500,000 
September Sales $ 20,000 out of a total of $400,000 
August Sales $ 10,000 out of a total of $400,000 


By the end of December, all the August accounts are expected 
to have been collected, and the pattern of collections since time of 
sale will be the same as in previous months. 

REQUIRED: 
(a) A cash forecast for the month of December, 1954. 


(b) The amount, if any, which must be borrowed from the 
bank. 


SOLUTION TO QUESTION III 


STEELWAREHOUSE LIMITED 
Cash forecast for December, 1954. 


Description Receipts Disbursements 
DIROCE MEAD OUE issssc5sssscese0oes0> 50,000 

BIE TIE ai snscsisissintininiaconenne ai na a ke 70,000 
REINO TRUIRTRIIOD nun. snseseicresssorisasseernsccecenscsunnsesio 1,000 
UNE SI CNN a csecencsisisceisnssprnsincenssinenseninonniatonec 1,500 
Sickness and Accident Insurance ............::ccccccsssessssessseeseeees 1,000 
[CONSE Cia sea ea aR Pa D OTE nO sR RTE 6,000 
Fe I sivas rnccincrceminstrerncranieniniemiannin 1,000 
Sales Salaries and Travel expenses .............0.....s.scssccssssseee 30,000 
Administration Salaries and Current supplies ..............0+. 10,000 
RE Fe esicnnengnniosnnnninimuanicimnsciaimnis 300,000 
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Sundry purchases 
Freight out 


428,000 


Receipts from Accounts Receivable 
All August accounts 10,000 
214% September accounts.. 10,000 
5% October accounts 25,000 
90% November accounts .... 378,000 


423,000 423,000 
Net Decrease 5,000 


In order to maintain the November 30th, 1954, balance, it 
would be necessary to borrow $5,000 from the bank. 


COMMENT TO QUESTION III 

A cash budget should present no difficulty to even a junior 
cost accountant. The answers to this question reached 74% of the 
available marks which bears out this statement. 

Although the problem clearly indicated that pension fund 
payments were payable in December, March, June and September, 
i.e., quarterly, this item was missed by a large number of candidates. 
The social service benefits apparently caused the biggest difficulty 
although the information in the problem did not lend itself to easy 
misinterpretation. 





